Donald E. Cain SBC Telecommunications, Inc.
Vice President-Federal Regulatory 14011 Street, N.W,, Suite 1100
Washington, D.C. 20003
Phone 202 326-8875
Fax 202 408-4806
Email: dcain@corp.sbe.com

@E@ EX PARTE OR LATE FILED ORIGINAL

RECEIVED

SEP 12 2002

SIOM
RAL COMMUNICATIONS COMMIS:
P QFFICE OF THE SECRETARY

September 12, 2002

Memorandum of Ex Parte Presentation

Marlene H. Dortch, Secretary

Federal Communications Commission
445 12" Street, SW

Washington, DC 20554

Re: CC Docket No. 01-338, Review of the Section 251 Unbundling Obligations
of Incumbent Local Exchange Carriers,;
CC Docket No. 96-98, Implementation of the Local Competition
Provisions in the Telecommunications Act of 1996; and
CC Docket No. 98-147, Deployment of Wireline Services Offering
Advanced Telecommunications Capability

Dear Ms. Dortch:

On September 11, 2002, James C. Smith, Senior Vice President, Don Cain, Vice President
—Federal Regulatory and Gary Phillips, General Attorney and Asst. General Counsel
representing SBC Communications, Inc. (SBC), met with Deputy Chief Jeft Carlisle,
Chief of Staff Rich Lerner and Legal Counsel Scott Bergmann of the Wireline
Competition Bureau.

The purpose of the meeting was to discuss issues associated with the financial and
investment impacts of the UNE Platform. The attached material was discussed during the
course of the meeting.

Please contact the undersigned at (202) 326-8875 should you have any questions.

Sincerely,

G oo

Attachment ,
No. of Copies rec'd__ ¢/ 'f 2 __

ist ARCDE
CC:  Jeff Carlisle (w/o attachment) List AZ
Rich Lerner (w/o attachment)

Scott Bergmann (w/o attachment)



http://dcain&orp.sbc.com

UNE-P: Impacts
and Implications

Prepared for the
Federal Communications Commission
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SBC Wireline Revenues,
YOY Growth Rates

3.6%

1 0“/:4

(1. 5)“/&

(3.3)%

(5.8)%
2Q01 3Q01 4Q01 1Q02 2Q02

Wireline Revenues

e Down more than $1 billion

over the past three quarters.

More than half of that loss
came in the most recent
quarter.

Assuming annual revenue
declines continue at current
pace (5.8)% -- no further
acceleration -- over the next
four quarters, we will lose
another $2.3 billion from our
wireline revenue stream.
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Cutbacks in Jobs and Investment

SBC Wireline Cash Operating Expenses, SBC Annual Capital Investment
YOY Growth Rates

5.1% rNearly $5 bthon |

I 16,000 jobs cut | $12.38 | .~ Incap ex
| over past four ]

$11.28 l reductions |’
Ry oy
<$8B
{1 e ﬂf{iz 8)%
(4.9)% oo

20 2001 2002
2Q01 3Q01 4Q01 1Q02 2Q02 i Revised
Guidance
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UNE-P Acceleration

SBC UNE-P Lines Added

Per Quarter — 13 States o
{in thousands)

692

358

244

4Q01 1Q02 2Q02

SBC loses 12,000 lines per
day to UNE-P. Projected to
be 29,000 per day by end of
2003.

UNE-P lines added in 2Q02
were more than 70%
greater than any previous
quarter,

As states have dropped
prices, facilities-based
competition has lagged and
UNE-P has become the
dominant means to
compete with SBC.
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Competition Trends

Lines Added 13-States

600K |

1Q01

I Facilities Based Lines Added

2Q02

12
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None of the 5 lowest-

1M1%

16% 7% 4%

es-based competition does
track with low UNE-P rates.

Faci

States Are All SBC Markets

" The Five Lowest-Priced UNE-P

$50 -

$45

$40 -

$35 -
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IXCs Exploit Very Large
UNE-P Discounts

Illinois
Michigan
Ohio

Indiané.

California

Wisconsin**

Discount
Total Recurring From Retail
UNE-P Rate* Residential
$15.68
§13.22  57%
$15.71  48%

55%
63%

62%
47%

Below Non-SBC
National Ave

39%

44%

48%
50%

40%

All have

- recently

- ordered
lower prices

39%

* Per Anna Marie Kovacs of Commerce Capital Markets, Inc. May report on UNE-P adjusted to reflect only recurring rates and

recent rate changes.
** Estimated impact of pending order.

15
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SBC Provides Residential Universal
Service While IXCs “"Cherry Pick” Profits

_______________________________________

IXC offers ta rget |

- premium customers
rather than =
_universal service. - _'f“-x.\h

Quartile 1
/'
~

IXCs
Quartile 2

/v Quartile 3

sBCc{_

Quartile 4

Ameritech Residential Customer Spending

%o of Total

Ave Rev SBC %o of Total

‘ per Line Revenue SBC Profit
?ﬂS -$54 36% 72%
$36-$43 29% 41%
$24-%36 21% 9%
$0-$24 14% (22)%

SBC's resulting customer base will be
unprofitable, with no funds for investment.

20
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Impacts

¢« Reduced Service Quality

* Reduced Ability to Provide Service to all
Customers

« No Incentive To Invest in Networks
« Eliminated Jobs

¢ Slower Deployment of New Services
« Increased Cost of Capital

* Weakened Equipment Suppliers
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Next Steps

e Current regulatory regime regarding UNE-P
and pricing is unsustainable

e Turmoil in industry calls for quick and decisive
action

¢ As long as we have carrier of last resort
obligations, prices must be set to recover our
costs

e There are many ways to solve this problem, but
time is extremely short. Whatever direction
the FCC moves, it must be effective in a very
short period of time
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